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ENERGYNORTH NATURAL Gas, INC. D/ B/ A
KEYSPAN ENERGY DELI VERY NEW ENGLAND

2001/ 2002 Revi sed Wnter Cost of Gas
Order Approving Revised Cost of Gas Rate,
Fi xed Price Option Rate and

Local Distribution Adjustnment C ause

ORDER NO 23,882

Decenber 31, 2001

APPEARANCES: McLane, Graf, Raul erson and M ddl et on by
Steven V. Canerino, Esq. and Richard Visconti, Esq. on behal f of
EnergyNorth Natural Gas Inc. d/b/a KeySpan Energy Delivery New
Engl and; O fice of Consuner Advocate by Kenneth E. Traum on
behal f of residential utility consunmers; and Marcia Thunberg,
Esq. for the Staff of the New Hanpshire Public Utilities
Conmi ssi on.

PROCEDURAL HI STORY

On Septenber 17, 2001, EnergyNorth Natural Gas, Inc.
d/ b/ a KeySpan Energy Delivery New Engl and (KeySpan), a public
utility engaged in the business of distributing natural gas in 29
cities and towns in southern and central New Hanpshire and the
Cty of Berlin in northern New Hanpshire, filed with the New
Hanpshire Public Uilities Comm ssion (Comm ssion) its Cost of
Gas (COG for the 2001/2002 wi nter period. Acconpanying its COG
filing was a Mdtion for Protective Order and Confidenti al
Treatnent, which was granted Septenber 21, 2001 by Order No.
23,781. KeySpan's filing included the direct testinony and

supporting attachnents of A Leo Silvestrini, Drector of Rates
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and Regul atory Affairs, and Theodore E. Poe, Jr., Energy Pl anning
Manager .

On Septenber 20, 2001, the Conm ssion issued an Order
of Notice setting the date of the hearing for October 19, 2001.

On Septenber 24, 2001, the Ofice of the Consumner
Advocate (OCA) filed a Notice of Intent to Participate in this
docket on behalf of residential utility consuners pursuant to the
powers and duties granted to the OCA under RSA 363:28,11. There
were no other intervenors in this docket.

On Septenber 28, 2001, KeySpan filed its proposed Fi xed
Price Option (FPO) rate for the 2001/2002 Wnter Period and
supporting schedules. On Cctober 9, 2001, KeySpan filed revised
COG and FPO rates for the 2001/2002 W nter Peri od.

On Cctober 18, 2001, Staff filed the Joint Direct
Testimony of Stephen P. Frink, Assistant Finance Director, and
Stuart A. Hodgdon, Chief Auditor, reconmendi ng approval of the
proposed COG and FPO rates and Local Distribution Adjustnment
Clause (LDAC) on a tenporary basis pending a conplete refiling,
extensive review, and Conmm ssion heari ng.

By Order dated October 26, 2001, the Conmm ssion
approved KeySpan's proposed 2001/ 2002 Wnter COG FPO and LDAC
per thermrates as tenporary rates only and set a procedural
schedule. See, Order No. 23,828. The procedural schedul e

provi ded for a technical session, filing of testinony and
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schedul es, and a hearing to be held Decenber 21, 2001.

On Novenber 30, 2001, KeySpan filed the testinony of A
Leo Silvestrini, Director of Rates and Regul atory Affairs, and
Theodore E. Poe, Jr., Energy Pl anni ng Manager.

On Decenber 19, 2001, KeySpan filed a letter that
described an error that occurred in an Cctober nmailing to
Commerci al and Industrial (C& ) customers announcing the
avai lability of the FPO program and FPO rates, explained the
resul ting problens, proposed howto resolve the problens, and
requested that the Comm ssion issue a decision on this matter
fromthe bench at the hearing.

On Decenber 20, 2001, Staff filed the testinony of
St ephen P. Frink, Assistant Director of the Gas and Water
Di vi si on.

On Decenber 21, 2001, fromthe bench the Conm ssion
approved a settlenment agreenent reached between KeySpan, OCA and
Staff resolving the issues arising fromthe Cctober FPO nuailing
error to C& custoners.

1. POSITIONS OF THE PARTI ES AND STAFF

A KeySpan
M. Poe described the transportati on and supply
portfolio that KeySpan holds to serve its natural gas customners.
M. Silvestrini testified as to the steps KeySpan has undert aken

to address filing concerns; aspects of the revised filing; the



DG 01-181 -4-
proposed revi sed COG and LDAC rates; and the problens arising
fromthe FPO mailing error and settl enent agreenment addressing
t hose probl ens.

M. Silvestrini stated KeySpan had devel oped a |ist of
regul ar reporting requirenents; assigned individual
responsibilities for each requirenment; assigned one person
overall responsibility; reviewed and changed the accounting
processes to provide better checks and bal ances and ensure the
integrity of the accounting data; revised the COG filing fornmat
to make for easier review and provide nore detail and supporting
docunent ati on; and inplenmented training prograns on regul atory
and cost of gas accounting. M. Silvestrini further stated he
personal ly intended to spend nore tine training, supervising and
managi ng personnel resources and wor kfl ow.

M. Silvestrini conpared the COG rate cal cul ation
presented in the nost recent filing with the filing made in
Cct ober and on which the tenporary rates were based. He stated
that the revised COG rates were $0. 0375 per therm higher due
primarily to three factors: i) higher conmmpdity costs since the
original filing and the under subscription of the FPO program as
the gas supplies purchased to support the FPO program and not
subscri bed for were purchased at a higher price than is currently
bei ng projected for the remai nder of the winter period and those

suppl i es have now been allocated to the COG ii) increase in the
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proj ected cost of supplenental gas supplies since the filing;
and, iii) an increase in the prior period under collection due to
addi tional adjustnments to the 2000/ 2001 Wnter Period
reconciliation.

KeySpan proposed a $0. 0010 per therm Conservation
Charge for Residential Heating custoners to recover |ost revenues
that resulted fromdi sconti nued Denand Si de Managenent (DSM
prograns and an under recovered bal ance with applicable interest.
KeySpan had not proposed this surcharge inits initial filing due
to a failure to locate the schedule format, and tine constraints.

M. Silvestrini testified that the enrollment letter
for the 2001/2002 Wnter FPO program quoted the C& custoners the
wong rates. H gh Wnter Use C& custoners received notice of
the Low Wnter Use C& rate ($0.4579 per therm) while the Low
Wnter Use C& custoners received notice of the Hgh Wnter Use
C& rate ($0.5238 per thernm. Despite the enrollnment nessage
error, the Conpany actually billed its customers correctly. 1In
ot her words, all C& custonmers were billed the appropriate
approved rates for their usage classes, but were not billed at
the rates that they were m stakenly quoted at the tine of
enroll ment. Residential custoners were not affected by the
mai ling error. Residential customers were notified of the
appropriate FPO rate and have been billed correctly.

KeySpan, OCA and Staff reached a settlenment agreenent
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on how best to address the C& FPO enrollnment letter error, which
agreenent was described by M. Silvestrini. He also explained
that a letter notifying the affected custonmers of the error and
options available to themwould be nmailed out inmediately if the
Conmmi ssion were able to render a decision fromthe bench;
otherwi se, the mailing would be del ayed a m ni nrum of four days as
the mailing house would be closed until after Christnas.

The ternms of the settlenment agreenent are as foll ows:

1. H gh Wnter Use C& FPO Custoners

H gh Wnter Use C& FPO custonmers will be credited the
di fference between the quoted FPO enrol |l nent rate of $0.4579 per
therm and t he Comm ssion approved, and billed, FPO rate of
$0. 5238 per therm for usage during Novenber and Decenber 2001.
Custoners will be notified of the error and provided the
opportunity to either continue on the FPO program at the correct
rate or |eave the programand pay the COG rate for the remai nder
of the winter period, January 1, 2002 through April 30, 2002.
Custoners desiring to exit the FPO program nust notify KeySpan on
or before January 12, 2002, and will be charged the COG rate
effective January 1, 2002.

2. Low Wnter Use C& Custoners

Low Wnter Use C& custoners will be inforned of the
error and FPO custoners notified that they are being billed the

| oner, approved FPO rate. The Low Wnter Use C& COG customers
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will be notified of the error in Cctober’s quoted FPO rate and
provi ded the opportunity to enroll in the FPO program effective
January 1, 2002, at the correct rate for the remai nder of the
wi nter period, January 1, 2002 through April 30, 2002. Those
custoners will be able to enroll through January 12, 2002.

3. Cost Recovery

KeySpan will not seek recovery of the H gh Wnter Use
C& FPO custoner credits to reinburse the difference between the
FPO rate quoted in October and the approved, and billed, FPOrate
for the nonths of Novenber and Decenber 2001 (estinmated at
$70, 000) .

KeySpan wi Il not seek recovery of 50% of the prior
period under collection and offsetting margins that should have
been included in the cal cul ation of the FPO rates and woul d have
been coll ected from FPO custoners if the rates had been properly
cal cul ated and approved, estimated at $58,000.' KeySpan w |l not

seek recovery of carrying costs on the remaini ng 50% of the under

Prior period under collection and offsetting margins that
shoul d have been included in the FPOrate calculation tota
$254,148. A rate devel oped by dividing this anbunt by 50% of
proj ected sales (projected FPO sales prior to enrollnent) would
have added $0.0058 per thermto the FPO rate. FPO enroll nent
vol unes total 23% of projected winter sales (approximtely
20, 000,000 thernms). Therefore, the expected recovery from FPO
custoners woul d be $116, 000 ($0.0058 x 20,000,000). One half
woul d equal $58, 000.
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collection, estimated at $3,480.2 The actual ampunts for which
recovery will not be sought will be determ ned based on the
actual FPO volunes billed and applicable interest rates to be
cal cul ated as part of the winter 2001/ 2002 cost of gas
reconciliation.

B. Ofice of the Consuner Advocate

The OCA supported the settl enent agreenment, as
descri bed by KeySpan, on how best to address the problens arising
from KeySpan’s m scal cul ation of the FPOrates and rate errors
contained in the C& 2001/2002 Wnter FPO enrollment |etters.

C. Staff

Staff witness Stephen P. Frink testified that the nost
recent KeySpan filing was greatly inproved over its earlier
2001/ 2002 Wnter COG filings and addressed nost of Staff’s
concerns regarding the earlier filings. M. Frink stated that
the Comm ssion Audit Staff had reported no errors in an expanded
audit of KeySpan’s 2000/ 2001 Wnter COG reconciliation and that
t he appropriate adjustnments had been nade to correct the reported
prior period under collection.

M. Frink testified that KeySpan's gas purchasing

policies for the period were consistent with prior years, were

2One half of the anticipated FPO under recovery,
approxi mately $58,000, will be allowed for recovery, w thout
carrying costs. Carrying costs are estinmated to be $3, 480 based
on a prine rate of 6%
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bot h prudent and reasonabl e, and were designed to mnimze gas
costs while providing reliability and a certain |level of rate
stability.

Staff identified KeySpan’s failure to cal cul ate the FPO
rates in accordance with the approved settl enment agreenent
nodi fyi ng the 2001/ 2002 FPO program and noted that the proposed
filing did not properly allocate the prior period under
col l ection and margi ns between the COG and FPO prograns. Staff
noted that KeySpan's response to Staff Data Request No. 2-1
calculated the COG rates using the correct allocations and
recommended approval of the COG rates set out in that data
response.

Staff stated its support for the proposed settlenent
agreenent addressing the issues related to the incorrect
cal culation of the FPO and COG rates, along with those issues
arising fromaquoting the wong FPO enrollnment rates to C&

cust oners.
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Staff did point out that allowing C& custoners to
either exit or enroll in the FPO programat this tinme could
result in a related under collection and create a subsidization
of the FPO program by COG customers, if FPO enroll nment and/or gas
costs were to change significantly. Staff reconmended that
KeySpan be required to track and report the H gh Wnter Use C&
FPO credits returning the difference between the quoted
enroll ment rate and the approved rate for Novenber and Decenber,
2002 usage and to report changes in the FPO enrollnment resulting
fromallow ng C& custoners the opportunity to exit or enroll at
this time. Staff requested that those reports be filed by the
end of February 2002.
1. COW SSI ON ANALYSI S

Based on careful review of the record in this docket,
we wi Il approve the COG rates as cal cul ated and described in
KeySpan’ s Data Response to Staff Data Request No. 2-1, which
correctly allocates the prior period under collection to the COG
and wi Il approve inplenentation of the proposed Residenti al
Conservation Charge to recover |ost revenues from di sconti nued
DSM programnms. Approval is consistent with prior Comm ssion
orders approving those prograns and results in rates that are

fair and equitabl e.
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We al so approve the settl enent agreenent reached anong
KeySpan, OCA and Staff that allows H gh Wnter Use C& FPO
custoners to either remain in the FPO program at the approved
rate or exit the programeffective January 1, 2002 and al |l ows Low
Wnter Use C& COG custoners the opportunity to enroll in the
program effective January 1, 2002, follow ng notification of the
correct rate.

H gh Wnter Use C& FPO custoners enrolled for a fixed
rate well below the approved rate. Those custoners may not have
enrolled at the approved rate and nay wish to exit the program
when informed of the approved FPOrate they will be required to
pay for the remai nder of the winter period. The proposal allows
the Hi gh Wnter Use C& FPO custoners the opportunity to
reconsi der their decision to enroll based on the correct
information while not penalizing themfor the two nont hs over
whi ch they were unaware of the rate discrepancy, as they wll
receive a credit for the rate difference. Since KeySpan will not
seek recovery of those credits, the under recovery of the
underlying gas costs will not be included in the 2001/ 2002 W nter
COG reconciliation and will not be passed through to COG
custoners in a future COG proceedi ng.

Low Wnter Use C& COG custoners nmay have enrolled in
t he 2001/ 2002 FPO programif quoted the approved rate rather than

the significantly higher rate that was erroneously provided.
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Those custoners will now have the opportunity to reconsider their
deci si on based on the correct information. The COG rate was
| oner than the approved FPO rate for the first two nonths and
enrollment will be effective January 1, 2002. Therefore, Low
Wnter Use C& custoners that now enroll in the program woul d not
have m ssed any savings as a result of not having been enrolled
when the programwas initially offered.

Staff testified that the prior period under collection,
as calculated in the nost recent filing, is correct, and that
KeySpan' s gas purchasi ng policies were reasonabl e and prudent.
Under normal circunstances, prudently incurred gas costs are
fully recoverabl e through the COG nechanism Unfortunately,
KeySpan'’s failure to correctly determ ne and assign the prior
period under collection resulted in the full amunt of the under
col l ection being inappropriately included in the COGrates.

Wiile the COG rates can be adjusted on a nonthly basis and the
rates we are approving here reflect the correct charge, the FPO
rates do not accurately reflect the prior period under collection
that was to have been assigned to the FPO program To change the
FPO rates during the winter period would violate the integrity of
the program as FPO custoners are prom sed a fixed rate for the

wi nter period and unless the programis expanded, as was done for
this winter, prior period over or under collections are not

assigned to the FPO program Wth the program expansion this
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year, a corresponding share of the prior period under collection
was to have been allocated to the FPO program on a one-tine
basis. To carry those costs forward to the next wi nter period
means additional carrying costs and the |ikelihood of
i nter-generational subsidies as custonmers switch between the COG
and FPO prograns. Although we do not dispute the |egitinacy of
the gas costs that gave rise to the prior period under
collection, it is appropriate that KeySpan forego recovery of a
portion of those costs to cover the additional carrying costs
that will be incurred as a result of KeySpan's filing errors and
to reduce the risk of inter-generational subsidies. Accordingly,
we approve the disall owance of an estinated $61, 480, as agreed to
by KeySpan, OCA and Staff, in addition to the estimted $70, 000
of credits to the Hgh Wnter Use C& FPO custoners.

As noted by Staff, there could be a cost shifting
bet ween the COG and FPO prograns based on reopeni ng FPO
enroll ment for the C& custoners. Although the risk appears
mnimal, we direct KeySpan to track the changes in the FPO
enrol I ment and report the results, along with credits paid to the
H gh Wnter Use C& FPO custoners, and file a report on the
results with the Comm ssion on or before February 28, 2002. |If
it is determned a cost shift did occur, it will be addressed in
KeySpan’ s 2002/ 2003 W nter COG proceedi ng.

Based upon the foregoing, it is hereby
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ORDERED,

- 14-

t hat KeySpan's 2001/ 2002 Wnter COG and FPO

per thermrates for the period January 1, 2002 through April 30,

2002 are APPROVED, effective for service rendered on or after

January 1, 2002 as follows:

Cost of Gas M ni nrum COG Maxi num COG Fi xed .Pr' ce
Opti on
Resi denti al $0. 5214 $0. 3917 $0. 5875 $0. 5141
C&l, | ow
winter use $0. 4645 $0. 3489 $0. 5233 $0. 4579
C&l, high
winter use $0. 5313 $0. 3991 $0. 5986 $0. 5238

FURTHER ORDERED, that KeySpan may, W thout further

Comm ssion action, adjust the COG rates upward or downward

nmont hl y based on KeySpan’s cal cul ati on of the projected over or
under collection for the period, the mninmmand maxi nrumrates as
set above; and it is

FURTHER ORDERED, that KeySpan shall provide the

Commi ssion with its nonthly cal cul ation of the projected over or
under cal culation, along with the resulting revised COG rates for
t he subsequent nonth, not |less than five (5) business days prior

to the first day of the subsequent nonth. KeySpan shall include

a revised tariff page 49 - Calculation of Firm Sal es Cost of Gas
Rate and revised rate schedules if KeySpan elects to adjust the

COG rates; and it is
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FURTHER ORDERED, that the over or under collection
shal | accrue interest at the Prine Rate reported in the \Wall
Street Journal, to be adjusted each quarter using the rate
reported on the first date of the nonth preceding the first nonth
of the quarter; and it is

FURTHER ORDERED, that KeySpan's proposed 2001/2002
Local Distribution Adjustnent Cl ause per thermrates for the
period January 1, 2002 through October 31, 2002, except for the
Rat e Case Expense Surcharge which is currently in effect and
expires on April 30, 2002 and the Gas Restructuring Expense
Surcharge which is set at the rate recormended by Staff, are
APPROVED effective for service rendered on or after January 1,

2002 as fol |l ows:

Demand Gas Envi r Gas Rat e

Si de Hol der Rerred ’ Restr. Case LDAC

Mynt . Rened. ' Cost s Expense
Residential | «n 0910 | $0.0030 | $0. 0137 $0. 0009 | 0.0186
ot i no . . . . .
Residential | «n 0900 | $0.0030 | $0. 0137 $0. 0009 | 0.0176
Non- heat i ng ' ' ' ' '
Small Cc&l $0. 0000 | $0.0030 | $0.0137 | $0.0020 | $0.0027 | 0.0214
Medi um C&l $0. 0000 | $0.0030 | $0.0137 | $0.0020 | $0.0027 | 0.0214
Large C& $0. 0000 | $0.0030 | $0.0137 | $0.0020 | $0.0027 | 0.0214

FURTHER ORDERED, that KeySpan’s proposed Firm
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Transportation Wnter COG rate of $0.0032 per thermfor the
period January 1, 2002 through April 30, 2002, is APPROVED;, and
it is

FURTHER ORDERED, that the Conm ssion waives N H Adm n.
Rul es Puc 1203.05(b) and will allow KeySpan to inplenment its
2001/ 2002 Wnter COG rates on a service-rendered basis; and it is

FURTHER ORDERED, that KeySpan will not seek recovery of
an estimated $131, 480 of gas costs in any future COG proceeding,
as per the terns of the settlenent agreenent reached anong
KeySpan, OCA and Staff as described in KeySpan’s testinony; and

it is
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FURTHER ORDERED, that KeySpan shall file properly
annotated tariff pages in conpliance with this Oder no |ater
than 15 days fromthe issuance date of this Order, as required by
N. H Admin. Rules, Puc 16083.

By order of the Public Uilities Conm ssion of New

Hanpshire this thirty-first day of Decenber, 2001

Thomas B. Getz Susan S. Gei ger Nancy Brockway
Chai r man Conmi ssi oner Conmi ssi oner

Attested by:

Kinberly Nolin Smth
Assi stant Secretary



